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AFFIRMATION

1, Diana Benken, affirm that, to the best of my knowledge and belief, the accompanymg Fnanc1alnstatemems
and supplemental schedules pcnalnmg te Hartford Equity Sales Company, Inc. as of and for the year ended
December 31, 2006 are true and correct I further affirm that neither the Compeny nor any partner proprietor,
principal officer, member, or director has any proprietary interest in any account classified solely as that of a

customer.

Subscribed and sworn before me
on lhis 22nd day of February 2007

,>n/wﬁ

" Notary Public

(A{MA 'f//&\'/»/cw

!
?/2:9 / 0 ?

Signature

Controller

‘Date
!

W

Title




- |
D e | o I tte. " Deloitte & Touche LLP
City Place I, 32nd Floor
‘ 185 Asylum Street
Hartford, CT 06103-3402

USA

i

l

I

I Tel: +1 860 725 3000
| Fax: +1 860 725 3500

www.deloitte.com

|

|

|

INDEPENDENT AUDITORS’ REPORT ;

Board of Directors and St?ckholder of ‘
Hartford Equity Sales Company, Inc.: 1

We have audited the accompanymg statement of financial condition of Hartford Eqmiy Sales Company, Inc.
(the “Company™) as of December 31, 2006, and the related statements of operations, q]:ash flows and changes in
stockholder’s equity for the year lhen ended that you are filing pursuant to rule 17a-5 'under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company's management. Qur
responsibility is to express an opinion on these financial statements based on our audrt

We conducted our audit in accordance with generally accepted auditing standards as establlshed by the
Auditing Standards Board. (United States) and in accordance with the standards of the Public Company
Accounting Oversight Boérd (United States). Those standards require that we plan and perform the audit to
obtain reasonable assuranee about whether the financial statements are free of malem:al misstatement. The
Company is not required to have, nor were we engaged to perform, an audit of its internal control over
financial reporting. Our alildll included consideration of internal control over ﬁn:ancml| reporting as a basis for
de51gn1ng audit procedures that are appropriate in the circumnstances, but not for the purpose of expressing an
opinion on the effect:vene‘ss of the Company’s internal control over financial reportm‘g Accordingly, we
express no such opinion. An audit also includes examining, on a test bzlslsJ evidence sipporting the amounts
and disclosures in the fi naincm] statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presemanbn We behieve that our

audit provides a reasonable basis for our opinion. |

In our opinion, such ﬁnan(:]al stalements present fairly, in all matenal respecis the fi nanc1al position of
Hartford Equity Sales Company, Inc., as of December 31, 2006, and the results of its operatlons and its cash
flows for the year then ended in conformnty with accounting principles generally accelpted in the United States
of America. ‘ i
’ |
Our audit was conducted for the purpose of forming an opinion on the basic financiallstatements taken as a
whole. The supplemental schedules (g) and (h) listed in the accompanying table of contents are presented for
the purpose of additional analysis and are not a required part of the basic financial statements but are
supplementary mformatlojn required by rule 17a-5 under the Securities Exchange Act‘of 1934. These
schedules are the respons:tblllty of the Company’s management. Such schedules have been subjected to the
auditing procedures applied in our audit of the basic financial statements and, in our opinion, are fairly stated
in all matenial respects when considered in relation to the basic financial statements la:ken as a whole.

\

T
l 4 | w

February 22, 2007

Member of
Deloitte Touche Tohmatsu




| .
HARTFORD EQUITY SALES COMPANY, INC. '
(A Wholly Owned, Ultlmate Subsidiary of Hartford Life, Inc )

®
STATEMENT OF FINANCIAL CONDITION
‘DECEMBER 31, 2006‘
|
() ASSETS !
F
Cash $451,467
Due from affiliates , 17,668
Investment in affilhate ‘ 5,060
Mutual fund commissionf receivable 30,144
o
. 1
TOTAL ASSETS $504,279
LIABILITIES AND STOCKHOLDER’S EQUITY
LIABILITIES:
® Due to affiliates $ 52,125
Commissions payable 24,115
Income tax payable § 41,246
Total liabilities o 117.486

STOCKHOLDER’S EQUITY:

Common stock, $100 pa\r value; 250 shares authorized and outstanding ‘ 25,000
Additional paid-in capital 5,000
Retained earnings 356,793
Total stockholder’s equity ‘ 386,793
TOTAL LIABILITIES AND STOCKHOLDER’S EQUITY $504,279

See notes to financial staﬁements.

|
|

1
b
'




HARTFORD EQUITY SALES COMPANY, INC.
(A Wholly Owned, dlltimate Subsidiary of Hartford Life, Iri;c.)

STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2006

REVENUES: | .
Variable insurance products commission income ! $ 89,769,751
Mutual funds commission income 219,222
Other income " 410,158
Total revenues : 90,399,131
EXPENSES: :
Variable insurance products commission expense 89,769,751
Mutual funds commission expense 26,724
Other expense 410,158
Total expenses : 90,266,633
INCOME BEFORE INCOME TAXES ) 132,498

PROVISION FOR INCOME TAXES

46,374

NET INCOME ; $ 86,124

See notes to financial statements.




HARTFORD EQU!TY SALES COMPANY, INC.
{A Wholly Owned, Ultlmate Subsidiary of Hartford Life, Inc.)

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2006

CASH FLOWS FROM (:)PERATING ACTIVITIES:
Net income

Adjustments to reconcde net income to net cash provided by operating activities:

(Increase) decrease in operatmg assets:
Decrease in due from affiliates

- Increase in mutual fuind commissions receivables
Decrease in tax recei{vables

Increase (decrease) in joperating liabilities:
Decrease in due to affiliates

N
Increase in comm15510ns payable
Increase in income taxes payable

Net cash provided by operating activities
|
NET INCREASE IN CASH
CASH, Beginning of year

CASH, End of year i

Supplemental cash flow disclosures:
Income tax paymentsito The Hartford

. |
See notes to financial sta}ements.
|

!
i

$ 86,124

21,035
(4,762)
9,558
(2,644)
3,809
41,246

154,366

154,366

297,101

$451,467

§ 4,430



HARTFORD EQUITY SALES COMPANY, INC.
(A Wholly Owned, I!JItimate Subsidiary of Hartford Life, Inc.})

STATEMENT OF_CHA‘NGES IN STOCKHOLDER’S EQUITY
YEAR ENDED DECEMBER 31, 2006

1

‘ Additional Total

Common Paid-in Retained  Stockholder’s
Stock Capital Earnings Equity -
BALANCE, DECEMBER 31, 2005 $ 25,000 $5,000  $270,669 $ 300,669
Net income - - | E‘{6,124 86,124
BALANCE, DECEMBER 31, 2006 m $ 5,060 $ 3"56,793 $386,793

See notes to financial statements.
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HARTFORD EQUITY SALES COMPANY, INC.
(A Wholly Owned, Ultimate Subsidiary of Hartford Life, Inc.)

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2006

1. ORGANIZATIONAND DESCRIPTION OF BUSINESS 5

Hartford Equity Sales Company, Inc. (the “Company”) is a registered broker-dealer under the Securities
Exchange Act of 1934 The Company is a whotly owned subsidiary of Hartford Financial Services,
LLC, which is ultlmalely a subsidiary of Hartford Life, Inc. (the “Parent”). Hartf'ord Life, Inc. is
ultimately owned by The Hartford Financial Services Group, Inc. (“The Hartfor‘d M.

The Company serves as the distributor and principal underwriter for\cerlam variable annuity contracts
and variable life i 1nsurance policies issued by the Parent and its affiliates. The Company receives
compensation and cornmlssmn income on contracts sold and pays commlssmns‘to its registered
representatives on vanable life and annu:ty business. |
The Company also serves as a selling agent for its affiliate, The Hartford Mutua‘l Funds, Inc. (the
“Funds™). The Com!pany receives compensation and pays commissions on sales of shares of the Funds.

|
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentatmn The financial statements are prepared in accordance w1th accounting principles
generally accepted i m the United States of America, which requires managemf:nl to make estimates and
assumptions that affect the financial statements and related disclosures. Managcment believes that the
estimates utilized 1n]the preparation of the financial statements are réasonable and prudent. Actual
results could differ matenally from these estimates. ‘ :

.. . . i
Cash — Cash represents amounts on deposit in a commercial bank checking account.

Investment in Affi lmte The Company, along with other affiliates, formed the Insured Security Option
Plan Financing Company Partnership (the “Partnership”) on April 6; 11998. The|JC0mpany contributed
$5,000 to the Partnership and became a limited partner. The Company ] mvestment in the Partnership is
accounted for underijthe cost method of accounting. Under the terms of the Partnershlp agreement, the
Company did not receive any allocations of the Partnership’s net income durmg the year ended
December 31, 2006 |
Fair Value of Fmanaal Instruments — Financial instruments, which include cash and cash équivalents,
receivables, and payables approximate their fair values because of the short- ter'rn maturities of these
assets and liabilities! A |

|
Commissions — Commissions and related expenses are recorded on a trade-date basis as securities
transactions occur. |

New Accounting Pronouncements - In September 2006, the FASB issued SFA‘&- No. 157, “Fair Value
Measurements™ (“SFAS 157). This statement defines fair value, eslabhshes a framework for measuring
fair value under accoummg, principles generally accepted in the United States, and enhances disclosures
about fair value mea'surcmems The definition focuses on the price that would bc received to sell the
asset or paid to transfer the liability (an exit price), not the price that would be pald to acquire the asset or




|

received to assume the lizbility (an entry price). SFAS 157 provides .guidance on how to measure fair
value when requlred under existing accounting standards. The stalement establl%;hes a fair value
hierarchy that pnontlzes the inputs to valuation techniques used to measure fair|value into three broad
levels (“Level 1, 2 and 3”). Level 1 inputs are observable inputs that{reflect quoted prices for identical
assets or liabilities in active markets the Company has the ability to Iaccess at t’ne measurement date.
Level 2 inputs are observable inputs, other than quoted prices included in Level 1 for the asset or
liability or prices fm:' similar assets and liabilities. Level 3 inputs are Hunobservabtle inputs reflecting the
Teporting entity’s esumates of the assumptions that market participants would use in pricing the asset or
liability (including assumptlons about risk). Quantltatlve and quahlatwe disclosures will focus on the
inputs used to measure fair value for both recurring and non- recumng fair value:measurements and the

-cffects of the measurements in the financial statements. SFAS 157 is'e{fective f(l)r fiscal years beginning

after November 15, 2007 with earlier application encouraged only in the initial quarter of an entity’s
fiscal year. The Company wili adopt SFAS 157 on January 1, 2008. HAdoptlon of this statement is not

i
-expected to have a material impact on the Company’s ﬁnancxal statements.

i
RELATED-PARTY TRANSACTIONS i
The Company acts asa distributor and underwriter for insurance conjtraets lssued by its affiliates. The
Company receives rexmbursements from its affiliate, Hartford Life Insurance Company (“HLIC™) for
certain expenses incurred in performing these functions. For the year, ‘ended December 31, 2006, the total
variable product expense reimbursement recorded as revenue was $89 769,751 and the total general
expense reimbursement recorded was $410,158. a

The Company received 12b-1 trail commissions in the amount of $134 461 from ‘its affihiate, Hartford
Investment Financial Services Company (“HIFSCO?”) for the year ended December 31, 2006.

The Company has an administrative service agreement with afﬁhates of the Parem in accordance with
the agreement, the C‘ompany receives $10,000 per year as compensatlon for certam administrative
services provided bylthe Company for HLIC, which is included in the total general expense
reimbursement amount above. , .
i
Management believes intercompany transactions are calculated on a reasonable basis, however, these
transactions may not necessarily be indicative of the terms that would be incurred if the Company operated
on a standalone basis!

INCOME TAXES

In accordance with the terms of a Tax Allocation Agreement with afﬁllates of The Hartford, the
Company is mcludedl in the consolidated U.S. federal income tax retum filed by The Hartford. The
Company will remit to or receive from The Hartford, the income tax expense or benefit computed as if
the Company filed a eiaeparate federal income tax return in accordance w1th the formal tax-sharing
agreement between The Hartford and its subsidiaries. 4

The Company accounts for income taxes using the asset and liability ;"nethod of agcounting for income
taxes under SFAS 109 Under this statement, deferred income tax assets and liabilities are established
for the “temporary dlfferences between amounts of assets and liabilities for repo}tlng purposes and such
amounts measured by tax laws and regulations.




The components of the Company’s incurred income taxes are presented below: :

2006 !
Current oo , $ 46,374
Deferred P - '
Total 1 $ 46,374 ;

NET CAPITAL REQUIREMENTS | i

The Company is subject to the Securities and Exchange Commrssxon s Umform| iNet Capital Rule (Rule
15¢ 3-1), which requrres that the Company maintain minimum net capltal equal to the greater of $5,000
or 6-2/3% of aggregate indebtedness as defined. At December 31, 2006, the Company had net capital of
$333,981, which was $326,149 in excess of its required net capital of $7,832. The Company’s net
capital ratio was 0. 3510 1.

COMM]TMENTSJ'AND CONTINGENCIES

Litigation | ‘
b

In the normal course of business, the Company may be named as a defendant injvarious lawsuits and
may be involved in certain investigations and proceedings. Some of these matiers may involve claims of
substantial amounts] Subject to the uncertainties discussed below, managernent! expects that the ultimate
liability, if any, with respect to such normal-course claims litigation, after consrderanon of provisions
made for potential losses and costs of defense, will not be materiai to the fi nanmal condition, results of
operations or cash flows of the Company.

Employment Arbitration |

An NASD arbltratlon has been commenced by a former employee. The Hartford terminated the former
employees’ employrlnent in March 2005. The former employee a]legcs that The Hartford s termination of
his employment was wrongful and asserts claims for wrongful drscharge breach of contract, breach of
“Hartford’s own rules and policies,” and defamation. The statement of claim requests damages
exceeding $5 mrlhon as well as an order expunging The Hartford’s NASD Form U-5 describing the
circumstances of the former employees’ termination. The Hartford has filed a reSponse to the charge
denying the factual and legal basis of the claim. The arbitrators for this matter have been selected, and

discovery is underwjay A hearing commenced on February 5, 2007. ‘

Reimbursement i
i

o . | .
In the event that the|litigation or regulatory matters noted above result in an unfavorable outcome, the
Company would recleive reimbursement from Hartford Life Insurance Company:.

|
* ¥ ¥ &k ¥ *
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HARTFORD EQUITY SALES COMPANY, INC.
(A Wholly Owned, Ultlmate Subsidiary of Hartford Life, Inc.)

COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS

Schedule (g)

" PURSUANT TO RULE 15¢3-1 UNDER THE SECURITIES EXCHANGE ACT OF 1934

DECEMBER 31, 2006

STOCKHOLDER’S EQUITY

LESS NONALLOWABLE ASSETS — Due from affilitates and

other assets

NET CAPITAL

MINIMUM NET CAPITAL REQUIRED TO BE MAINTAINED (GREATER OF
$5,000 OR 6 2/3% OF AGGREGATE INDEBTEDNESS OF $117 ,486)

NET CAPITAL IN EXCESS OF REQUIREMENT

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL

\
\
l
|
|
|
1
i
r
r

$386,793

(52,812)

333,981
7,832

$326,149

0.35:1

NOTE: No matenal dlfferences exist between the computation of net capital above and that included

in the Company’ s unaudited December 31, 2006 quarterly Focus Part I A ﬁlmg

P



Schedule (h)

HARTFORD EQUITY SALES COMPANY, INC. :
(A Wholly Owned, Ultimate Subsidiary of Hartford Life, Inc.) |

|
COMPUTATION FOR DETERMINATION OF RESERVE REQU!REMENTS FOR BROKERS AND
DEALERS PURSUANT TO RULE 15¢3-3 UNDER THE SECURITIES EXCHANGE ACT OF 1934
DECEMBER 31, 2006 | |

EXEMPTION UNDER SECTION (k)(1) IS CLAIMED:

The Company 1s exempt from the provisions of Rule 15¢3-3 under the Secunties Exchange Act of 1934 (the
“Rule™), in that the Company s activities are limited to those set forth in the condmons for exemption
appearing in paragraph (k)(l) of the Rule.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL

Board of Directors
Hartford Equity Sales Company, Inc.:

In planning and perfonnmg our audit of the financial statements of Hartford Equity Sales Company, Inc. (the
“Company”), as of and for the year ended December 31, 2006 (on which \Hve issued o‘ur report dated February
22, 2007), in accordance w1th generally accepted audltmg standards as establlshed by the Auditing Standards
Board (United States) and in accordance with the standards of the Public Company A‘ccountmg Oversight
Board (United States), weI conSIdered the Company’s internal control over financial r‘eportmg (internal
control) as a basis for de31gmng our auditing procedures for the purpose of expressmg our opinion on the
financial statements, but dot for the purpose of expressing an opinion on the effectlveness of the Company’s
internal control. Accordmgly, we do not express an opinion on the effectlveness of the Company’s internal

control.

Also, as required by rule l7a S(g)(l) of the Securities and Exchange Act of 1934, welhave made a study of
the practices and procedures followed by the Company that we consndered relevant to the objectives stated in
rule 17a-5(g) in making the penlodlc computations of aggregate mdebtedness and net‘capltal under rule 17a-
3(a){11) and for determmmg compliance with the exemptive provisions of rule 15¢3-3. Because the Company
does not carry securities accounts for customers or perform custodial functions relatu'rg to customer securities,
we did not review the practlces and procedures followed by the (‘ompany1m any of the following:

1. Making the quarterly securities examinations, counts, venﬁcatlons and comparisons, and the
recordation of differences required by rule 17a-13 ‘ |

2. Complying with lhe requirements for prompt payment for securities under Sectlon 8 of Federal
Reserve Regulatxon T. of the Board of Governors of the Federal Reserve Systcm

The management of the Company is responsible for establishing and mamtammg 1ntemal control and the
practices and procedures referred to in the preceding paragraph. [n fulﬁllmg this responsrblhty, estimates and
judgments by management are reqmred to assess the expected benefits and related cdsts of controls and of the
practices and procedures |referred to in the preceding paragraph and to assess whether.those practices and
procedures can be expected to achieve the SEC’s above-mentioned objectwes Two of the objectives of
internal control and the pl"actlces and procedures are to provide management with rea‘sonable but not absolute
assurance that assets for v'vhrch the Company has responsibility are safeguarded agamst loss from
unauthorized use or dlsposmon and that transactions are executed in accdrdance w1th management's
authorization and recorded properly to permit the preparation of ﬁnanmalrstatements in conformity with
generally accepted accourlatmg principles. Rule 17a-5(g)} lists additional objectlves of the pracuces and

procedures listed in the preceding paragraph.

Member of
Delpitte Touche Tohmatsu




- Because of inherent limitations in internal control and the practices and procedures referred to above, error or
fraud may occur and not be detected Also, projection of any evaluation of them to future periods is subject to
the risk that they may become madequale because of changes in eondmons or that the effectiveness of their

desngn and operation may, detenorate

A control deficiency ex1sts when the design or operation of a control doesinot allow management or
employees, in the normallcourse of performing their assigned functions, 10 prevent 0r| 'detect misstatements on
a timely basis. A signifi cant, deficiency is a control deficiency, or combmatlon of comrol deficiencies, that
adversely affects the emlty s ab:hty to initiate, authorize, record, process, or report ﬁnancxal data reliably in
accordance with generally accepled accounting principles such that there is more than a remote hikelihood that
a misstatement of the entity’s ﬁnancm] statements that is more than mconsequemlal will not be prevented or

i
detected by the entity’s internal contro]. 1

A material weakness is a significant deficiency, or combination of mgmftcam deﬁclerlmes that results in
more than a Temote hkchhood that a matenal misstatement of the financial statements will not be prevented or
detected by and entity’s internal control. >

Our consideration of internal control was for the limited purpose descnbed in the ﬁrst and second paragraphs
and would not necessanlj} identify all deficiencies in intermal control that Fmght be matenal weaknesses. We
did not identify any deficiencies in internal control and control activities for safeguardmg securities that we
consider to be material weaknes%es as defined above,

We understand that practices and procedures that accomplish the objectlves referred to in the second
paragraph of this report are conmdered by the SEC to be adequate for its p;urposcs in zlxccordance with the
‘Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such ob]ectwes in all material respects indicate a material inadequacy for such purposes. Based on
this understanding and on our study, we believe that the Company's practices and proicedures as descnibed in

the second paragraph of this report were adequate at December 31, 2006 to meet the SEC's objectives.

|
This report is intended so}ely for the information and use of the Board of Dlreclors management, the SEC,
the National Association of Secunhes Dealers, Inc., and other regulatory agencies that rely on rule 17a-5(g)
under the Securities Exchange Act of 1934 in their regulatlon of registered brokers and dealers, and is not
intended to be and should not be used by anyone other than these specift ecl parties.

| Yours truly, ;
/'I/ .
[ A/ k ﬁ U’P i

February 22, 2007 :




